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AUTHOR'S NOTE ON THE FIRST DRAFT

This manual has been prepared in draft form as part of a project sponsored by
the United States Agency for International Development (USAID), The Urban Institute,
and PADCO. The project provides technical assistance and training to new owners in
condominiums, to property managers, to municipalities, and to other persons involved
in the establishment and operation of condominiums in privatized apartment buildings
in Ukraine.



SECTION | - CHAPTER ONE
AN INTRODUCTION TO CONDOMINIUMS

Housing privatization has been underway in Ukraine since
1992 with the passing of the Law of Ukraine “On
Privatization of State Housing Stock”. Now most citizens in
Ukraine have the opportunity to become owners of their
homes, and many have chosen to do so.

For people who live in apartment buildings, there is a special
new law that permits a form of ownership called
"condominium” or “association of homeowners”. The
condominium form of ownership has been very popular
throughout Western Europe and the United States for many
years.

Under the new law, each privatized apartment building (with
2 or more privatized apartments) will become a
condominium. This chapter provides an introduction to the
concept of condominiums and discusses the specific details
which can make condominiums a unique and successful
form of homeownership.



A.  WHAT IS A CONDOMINIUM?

To people who are unfamiliar with condominiums, they may seem quite mysterious. In
In fact, a condominium is nothing more than an apartment building that is owned in a
particular way.

THE CONDOMINIUM FORM OF OWNERSHIP

In a condominium, some parts of an apartment building are owned by a family, an
individual person or a corporation. Each of these apartments and the commercial
spaces, (such as shops) are called a "condominium unit." The other parts of the
building -- everything that is not in a unit -- is called "common area." The common area
is jointly owned by the owners of the units.

Common areas, for example, may include the roof, the building foundation, exterior
walls and windows, hallways, stairways. The land underneath the building, the
landscaping and the infrastructure used to support the building are also part of the
common area, in so far as they are jointly owned by the owners of the units.

OWNERSHIP SHARE (BENEFICIAL INTEREST)

The portion or the share of the jointly-owned common property that is owned by each
individual owner is commonly known as the "beneficial interest” and is determined by
the following formula:

BENEFICIAL INTEREST = Gross Area of Unit/Gross Area of All units

Each owner's share or beneficial interest in the common property is the same as the
ratio of the floor area of the owner's unit to the total floor area of all the units. The
beneficial interest is usually expressed as a percentage. The common areas -- the
parts of the building that are not within an apartment or shop -- are not included in
adding up the floor area of all of the units.

Remember that the beneficial interest applies only to ownership of the common
property -- the roof, building foundation and so forth. Each owner owns 100% of their
own unit.

The beneficial interest plays a very important role in the operation of the condominium:
It determines each unit owner's responsibility for common expenses and also
determines the value of the voting power assigned to each unit.



In all cases, the unit owner is wholly responsible for the costs of maintaining their own
apartment. However, it is the beneficial interest that determines the cost to the owner
of maintaining and repairing the common elements.



EXPENSES OF CONDOMINIUM OWNERSHIP

It is very important for every owner in an association of homeowners to understand
what they will have to pay for. The two primary categories of expenses which must be
paid by each owner include:

Individual Expenses:

Each owner must pay all the costs of maintaining, repairing or improving their
own unit.

Common Area Expenses:

Each owner must pay their share of the common area expenses. As stated previously,
this expense is based on the beneficial interest assigned to each unit. It is important to
remember that both residential and commercial unit owners have the same
responsibilities. Units which continue to be owned by the government after the
condominium has been created are treated no differently than other residential units.
The municipality, as a condominium owner has the same rights and responsibilities as
any individual owner.

In the early stages of condominium operation, the expenses of ownership may be a
burden for some people. In most cases, the cost of maintaining an apartment and a
share of the common expenses, as is required in a condominium, will be more than the
amount people have paid for rent in the past. However, even if you rent an apartment,
your housing costs will continue to increase over the next several years as the
government reduces the amount of subsidies for housing expenses. In the interim, as
long as there are government subsidies, privatized buildings will continue to receive the
same level of subsidies for maintenance and services as do municipally owned
buildings. The main difference is that in condominiums, subsidies will flow directly to the
property so that the condominium can prioritize how the money is spent.



ADVANTAGES OF CONDOMINIUM OWNERSHIP

Even when the subsidies end, there will there will be a number of advantages to
condominium ownership that will help offset the higher cost:

Owners have valuable property rights.

Basic ownership rights in a condominium are the same as they are for owners of other
kinds of property. Each owner may use, sell, or rent their property. They may leave it
to their heirs in a will.

Owners do not pay rent.

At the present levels of rent, the government can no longer afford to pay for the cost of
maintaining the apartment buildings. Rents will have to continue to increase, yet
tenants will still have no control over the quality of their housing or assurances that their
rent payments are being used to maintain their properties. Although condominium
owners will pay common area fees, the condominium structure insures that these
payments will be used solely for the purpose of improving the quality of the property
and that the owners will determine the priorities for the property.

Owners decide how the building will be maintained.

Most people agree that the quality of building maintenance services provided by the
government is not very high. In a condominium, the owners can vote on how the
building will be managed, and what level of maintenance they wish to have. They can
decide whether they want to improve the appearance or the condition of the property,
what improvements are most important and how much they can afford to spend for
them. They can also determine the quality and timing of maintenance and repairs.
Contracting through competitive bidding will improve the quality of maintenance and
reduce costs.

Pride of Ownership

Owners will be directly responsible for all aspects of operating their property from
electing owner representatives to operate the condominium, to prioritizing maintenance
and repairs to assisting residents in individual problems. As of result of controlling their
living environment, as property owners, residents will take greater care to maintain and
protect their properties, which in turn will increase the value of the property.

Security of Tenure




As a tenant, you have no property rights. In the past when there was no concept of real
estate ownership, everyone was secure in their tenancy. However, as the private real
estate market evolves, the rights of property owners may include the right to increase
rents or terminate a renter's tenancy. If you own your own unit, no one has the right to
take that home away from you.

Owning a home can be a good investment.

If an owner wants to move, they can sell their apartment or rent it to someone else and
keep the income. The value of the apartment is likely to increase over time. Therefore,
they can use the profit they make from a sale to invest in a larger home or one that is
more attractive or in a more convenient location.

As the housing market continues to evolve in Ukraine, it is already becoming clear that
condominium owners are more satisfied with their housing and their ability to decide on
what their homes will look like and how they will be maintained. As the banking system
further adapts to a free market economy and the ability to borrow money for purchasing
becomes more commonplace, the financial benefits of condominium ownership also
become more evident.

Creating and operating a condominium is a challenge for everyone involved. At this
early stage of development, there are likely to be frustrations. However, persistence
and commitment to the concept of real estate ownership becoming available to the
average family will result in guaranteed success. This success can be measured by a
significantly improved standard of living for condominium homeowners and their
families and a financially viable housing economy.

This Chapter has summarized the basic concepts which together define a
condominium. The following Chapters provide detailed information about the central
aspects of condominium life. This information can be readily applied in determining
how your condominium is organized and operated.



SECTION | - CHAPTER TWO
THE LEGAL FRAMEWORK

This chapter provides specific information about the
legal framework for condominiums in Ukraine,
including the Condominium Law, the Charter, and
registration of the Association of owners.



A. THE CONDOMINIUM LAW AND RELATED DOCUMENTS

The first regulations concerning privatization and homeownership were adopted
in Ukraine with the Law of Ukraine “On Privatization of State Housing Stock”, 19
June, 1992. More recent legislation has since been passed since 1992 and is

included in this manual in the Appendix (Decree #588, passed on 31 July 1995).

The regulations tell how condominiums will be established, how the Charter will
be registered, what the Charter must contain, and how an Association of home
owners will be established in privatized apartment buildings and registered as a
legal entity in the local jurisdiction. Once an Association has been created, all
owners in the building will automatically be a member and must comply with the
terms of the Charter and decisions of the Association.

Ownership Provisions. The Condominium Law sets out the two fundamental
principles of the condominium form of ownership: (1) by virtue of ownership of
an individual unit, one also has a beneficial interest* in the common areas of the
property, including the land and (2) each unit together with its proportionate
share of the common property is an identifiable parcel of property, freely
alienable.

Owners contribute to the common expenses, including maintenance and repair
of the common property, proportionately, that is, in accordance with their
beneficial interest. Owners also have a vote in the affairs of the Association. The
weight of each vote is also in accordance with their beneficial interest®.

Association Decision Making. The Condominium Law provides that the
Association’s Charter will designate thaty certain decisions regarding the affairs
of the condominium may be made only by a specified percentage of the
allocated votes at a General Meeting of the owners. In most cases this
percentage is 51% of the total ownership, although often a simple majority is
allowed. A General Meeting of the Association must be held at least once each
year. These decisions include:

¢ amending the Charter;
X

" The Charter will specify the weight of the beneficial interest for each unit, and in most cases,
the beneficial interest will be the same proportion as the area of one’s unit is to the total area of
all units.
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electing the Board of Directors and Auditing Committee;

approving the budget and financial statements;

determining the amount of assessments;

renting, selling or restricting the use of the common property;
deciding how much to compensate the Board of Directors.

deciding whether to expand or renovate the common property (this is
the only decision specified in the Condominium Law, and it specifies

it to require a vote of three quarters (75%) of the allocated votes at a
General Meeting);

The owners will also make decisions about how the common property will be
managed and maintained, to the extent that such decisions are not delegated by
the owners to the Board of Directors. In most condominiums, the owners
delegate authority to make most decisions about the Common Property to the
Board of Directors because it is impractical for the owners to meet every time a
decision must be made.

The law also specifies certain provisions that must be included in the Charter.
The Charter is very important because its provisions are binding upon each

owner.

The Charter must contain the following information:

°
X
°
X
°
X
°
X
°
X
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purposes and objectives of the Association;

name and legal address of the Association;
procedures for management of the common property;
rights and responsibilities of the owners;

how funds of the Associations will be collected and allocated;



o procedures for determining the allocated share of each owner
for common expenses;

X

e procedures for termination of the Association.

A model Charter is provided at the end of Chapter 1.

Bylaws. The law does not require Associations to adopt bylaws or other
operating regulations. Adoption of bylaws is advisable because a high
percentage of the unit owners must vote to amend the Charter. This makes the
Charter somewhat inflexible and difficult to adapt to changing conditions or
needs in the condominium community. Bylaws, on the other hand, can be
amended by majority vote of the owners, or any other percentage that is agreed
upon by the owners and outlined in the Charter.

Among the many matters that may be included in bylaws are:
the date of the annual unit owners' meeting;

the designation and responsibilities of officers of the Association;
house rules and regulations; and the like.

X
Each Association should adopt bylaws that are adapted to its own particular
situation and needs.

Samples of a Model Charter and by-laws can be found in the Appendix.
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B. ESTABLISHING THE CONDOMINIUM

The property records in the Building Technology Inventory should indicate
when an apartment building in state, municipal or departmental ownership is
eligible for private ownership. As individual apartments and allocated interests
in the common property are transferred to private individuals, the records
should be changed to indicate the change in ownership.

Once privatization of a building has begun, the homeowners association can be
established and, in fact, the Decree #588 stipulates that all privatized
buildings(those with 2 or more privatized apartments) must register as a
homeowners association.

e First, it is necessary to hold a Foundation Meeting where the former owner
(State) and not less than 50 % of the privatized owners are present.

e Then, it is necessary to prepare a Charter that meets the requirements of the
Condominium Law.

e Then the Charter must be registered in the appropriate office of the local
jurisdiction.

When the certificate of registration has been issued, the Association for that
condominium becomes a legal entity and is authorized to act on behalf of the
owners in exercising its designated powvers.

Details regarding the specific steps required in Registration are included in the
Appendix.

13



SECTION Il - CHAPTER ONE

DECISION-MAKING IN A CONDOMINIUM ASSOCIATION
A. THE HOMEOWNER ASSOCIATION

A Homeowner Association is a private, nonprofit organization. It functions
somewhat like a mini-democracy, in that it must operate in accordance with the
law and written regulations, and most decisions are made by vote of the
members of the Board of Directors, who are elected by the members of the
Homeowner Association. The most successful and financially healthy
Homeowner Associations recognize that they are in fact businesses. However,
unlike traditional business operations, profit-making is not an objective; the
overriding goal is to operate efficiently and always in the best interest of the
"client”, which is the group of owners comprising the Association.

Individual owners become members of the Homeowner Association when they
purchase their unit. Membership in the Homeowner Association is automatic, in
accordance with the Condominium Law and Charter, and all owners must
comply with decisions and regulations adopted by the Homeowner Association.

In a condominium, the primary interest of the owners is in the continuing
success of the Homeowner Association. A well-functioning Homeowner
Association will help ensure that the value of the property will be maintained or
increased and that residents will live in safe and sanitary housing. Itis
important for the owners to participate in the activities of the Homeowner
Association to ensure that the condominium is operated effectively and to
protect their investment in their property.

THE ROLE OF GOVERNMENT

Some tenants may not want to take ownership of their apartments. In this case,
theformer owner (the government or enterprise) will still be the owner of these
apartments. Once the condominium association has been created, if the former
owner is the government, it will have the same responsibilities as any
condominium owner. The government will be a member of the Association and
will have the right to vote in the decisions of the Association. At the time this
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manual is being written’, the National Government has made a committment to
incorporate into the Sample Homeowner Association Charter, limits on
governments voting power in Association decisions. It is likely the limits will be
similar to those in other countries where the government's voting power is no
greater than that of any other owner of an equal interest in the condominium.
Additionally, the government's voting power may be no greater than thirty
percent of the total number of votes in the Association, regardless of the number
or the size of the units it owns.

The government, based on this proposed commitment, would have the same abligations as the private
owners. It will haveto pay all the expenses of maintaining and repairing the units it owns, and it must
pay its share of the common expenses. If the government owns an apartment that has a five percent share
of beneficial interest in the condominium, the government must pay five percent of the common expenses
for maintaining and repairing the common property. The thirty percent limit does not apply to expenses.
If the government owns units representing seventy five percent of the condominium, it must pay 75% of
the common expenses, even though its voting power is still limited to 30%. Furthermore, the government
will be obligated to abide by all the same rules and regulations as other owners and must comply with
decisions made by the Board and the Association.

STRUCTURE OF THE HOMEOWNER ASSOCIATION

General Meeting. The owners, acting together in a General Meeting, are
the highest authority in a condominium. For the sake of efficiency, they delegate
much of their day-to-day decision-making power by electing a Board of
Directors to manage the condominium.

Board of Directors. The authority to set the policies for the operation and
management of the condominium usually is delegated by the members of the
Homeowner Association to a Board of Directors. Members of the Board of
Directors are responsible to the owners and must act in the interests of the
owners in carrying out their responsibilities. They may manage the building
themselves, or may hire a professional property manager to do so.

Account Auditing Committee. The owners may elect an Account
Auditing Committee to review the accounts of the Homeowner Association and
advise the Homeowner Association and the Board of Directors on the financial
affairs of the condominium. If there is an Account Auditing Committee, it must

" date: October 1995
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report to the General Meeting at least once a year on the financial status of the
Homeowner Association.

Owners. The Board of Directors must have the full support of the owners
to carry out their duties successfully. Members of the Association who are not
Board members must constantly remember that they have elected a Board of
Directors which must have the latitude in decision making to handle the day to
day operations of the property.

16



The cooperation of the owners is particularly important in a number of respects,
such as:

paying monthly charges promptly;

X

J reporting needed repairs to plumbing, wiring, and other
equipment;

X

o reporting leaks or defects in roofing, windows and doors;

X

J keeping apartments and common property clean;

X

. minding behavior of children and guests;

X

J serving on committees or performing volunteer work.

a)

Individual owners do not have the authority to give orders to maintenance or
management employees or to tell them how to do their jobs. All complaints
should be referred to the Board of Directors since it is the responsibility of the
Board to oversee the work.

Property Manager. A property manager is a professional individual or
firm retained to manage and operate the property in accordance with the policies
of the Homeowner Association. Typically, the Board of Directors will delegate a
clearly defined series of its responsibilities to this manager or firm. A property
manager reports to and is supervised by the Board of Directors.

Other Committees. The Board of Directors may be assisted and advised
by other committees, set up for a specific purpose and made up of owners.
Committees may be delegated authority to assist with renovation or other
construction projects, maintenance of the condominium grounds, social or
educational activities, and the like. Effective committees can play an important
role in the operation of an Homeowner Association.

Contractors. The Board may contract with various individuals or firms
from time to time to perform specified services to the condominium association.
Typically these services will either be categorized as professional services or
maintenance services. Examples of professional services include attorneys, outside
auditors, architects and engineers. Maintenance services may be provided by
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skilled tradespeople such as plumbers or electricians or more general labor
including carpenters or janitors.

Employees. Employees may be hired on a part or full time basis by the
Homeowner Association, if needed. They are supervised by the Board of
Directors or property manager. In a condominium, employees typically include
general handymen or cleaning personnel. However, the Board may decide to
handle most management responsibilities themselves, relying on an employee to
address one specific area of management. An example might be a bookkeeper
whose responsibility is limited to financial recordkeeping.

B. THE BOARD OF DIRECTORS

The members of an Homeowner Association elect a Board of Directors to set
policies for the Homeowner Association and to oversee the execution of these
policies. In some cases the owners also elect an Auditing Committee. The
responsibility delegated to the members of this committee are to monitor and
oversee the financial affairs of the condominium.

In many situations, the Board members will take direct responsibility for
executing the policies and implementing procedures --- by hiring employees,
entering into contracts, using volunteers from among the owners, or performing
certain management functions themselves. In other cases, which are likely to
become more commonplace in the future, the Board may hire a property
management firm to handle one or more of the management functions for which
the Board is ultimately responsible.

Whatever form of management is used by a condominium, it is the
responsibility of the Board of Directors to see that the policies are carried out.

The members of the Board of Directors are elected for a specified term by all
owners. They constitute a representative form of government. Although the
ownership, as a body, retains the highest level of authority, considerable
authority is vested in the Board. This is necessary in order for a condominium to
operate effectively. For example, a condominium may include several hundred
owners. In terms of the ongoing operation of the condominium, it would not be
feasible to have all owners gather together to decide on items such as the
cleaning schedule for the janitor or to analyze and come to a conclusion
regarding a specific repair. At the same time, major decisions regarding capital
improvements or significant changes in the financial operation would be
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brought to the ownership at a General Meeting for discussion and possible a
vote, depending on the nature of the issue.

In their role as Board Members, these owners, who are elected representatives,
have the responsibility to facilitate the management and operation of the
physical plant, monitor and review financial activities and to deal with all
administrative areas which may include legal actions, promulgating and
implementing rules and regulations, negotiations with government entities and
general correspondence and recordkeeping.

In fulfilling their responsibilities as Board Members, owners must remember
that they are acting as representatives of all owners. When they are serving their
Board function, their individual concerns as an owner must be secondary. Their
primary concerns are how an action will affect the interest of the Condominium
Association as a whole. In order to be successful in this endeavor, Board
Members must always avoid conflicts of interest. It is unacceptable for a Board
Member to decide on an action because it will benefit them in their professional
or personal lives. Secondly, Board Members should always refuse unauthorized
remuneration. Depending upon the model of property management used,
Board Members may be paid for their management roles. However, if this is the
case, it should be agreed upon by the owners in advance and a schedule of fees
should also be disclosed in advance. Finally, a Board Member must refuse any
discounts or rebates. For example, if a roofing company suggests that they will
give Board Members a payment if they are awarded the roofing job, the Board
must refuse this offer.

One of the most effective ways to ensure that Board Members act responsibly is
to make certain that the Charter, Master Deed and any other written materials,
such as Rules and Regulations are comprehensive, clearly written and very
specific in how issues are to be handled. Communication with owners is also
critical -- to make certain that everyone is informed and understands what is
happening and how an action will affect the condominium association.

Establishing clear policies helps enssure that the building and grounds will be
well maintained, that there will be adequate funds to repair or replace parts of
the building and equipment as necessary, and that all owners will be aware of
and abide by certain rules that make condominium living more pleasant and
satisfying for everyone. Poor policies, on the other hand, result in economic
instability of the Homeowner Association, deterioration of the property, and
conflict and dissatisfaction among the owners.
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C. MEETINGS
General Meeting

The Homeowner Association will meet at least on an annual basis at the General
Meeting. At that meeting, elections for Board members will be conducted and
there will be a discussion of the budget. It is likely that the Audit Committee
will present its report at this meeting.

This meeting also provides a forum for the Board to review the activities and
projects of the prior year and present its proposed priorities and activities for the
upcoming year. In addition to voting for Board Members, other items may
require a vote. Owners may also present new ideas or concerns that they wish to
be considered and/or acted upon.

Many decisions of the Homeowner Association and the Board of Directors are
made at meetings. This section includes a discussion of how meetings are
conducted. The use of an agenda and other standard procedures are helpful in
ensuring that meetings run smoothly and efficiently.

Board Meetings

The Board of Directors will meet on a regularly scheduled basis. Typically, in
the early years of a condominium's operations, the Board will meet monthly. A
typical agenda for Board Meetings will include discussions of recently
completed, current and prospective maintenance projects, a review of the
monthly financial reports and discussions of any problems or issues brought to
the attention of the Board by the owners. Some Boards have their meetings open
to all owners, while others will have a portion of the meeting open for owners to
attend and bring their concerns to the Board as a group; the remainder of the
meeting is closed. There are benefits and limitations to both approaches. From
time to time, there may be issues that are confidential concerning individual
owners. In order to maintain that confidentiality, the Board may want to have a
closed meeting. There is also a concern that it will be difficult to efficiently
discuss an issue if there are too many people involved in the discussion. At the
same time, the Board wants to make certain that owners do not feel that they are
being excluded from the decision-making process. Whichever meeting mode a
Board uses, it will want to review it from time to time to make certain that
owners are not feeling left out or that the meetings have become unwieldy and
counterproductive. In any case, all owners should be informed of upcoming
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Board Meetings and the proposed agenda so that they can have input or attend
as appropriate.

Other Meetings

There may be a reason to have additional Owners' Meetings during the course of
the year. These meetings may be for informational purposes or because an issue
requires a vote. It is also possible that a group of owners will request a meeting
to discuss a certain concern. These meetings are conducted in the same manner
as the General Meeting.

General Meetings may involve large numbers of people. The decisions made at
these meetings are central to the operation of the condominium. Therefore
proper procedures should be adhered to. Meetings of the Board of Directors
are typically conducted in a more informal manner, but the basic rules of
conduct should still apply. Attached in the Appendix is a detailed set of
recommended procedures.
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RECORDING THE MINUTES OF MEETINGS

It is essential to make a record of what took place at a meeting and what actions
were taken. Such a record makes it possible to refer to past decisions and is part
of the institutional history of the Homeowner Association.

The secretary is responsible for keeping the minutes of meetings. Usually, the
secretary takes notes during the meeting and later prepares the minutes. When
the minutes are completed, the secretary signs them. After they have been
approved by the owner, based on accuracy, at the next meeting, the secretary
files them with the other records of the Homeowner Association.

The minutes follow the agenda for the meeting. They might include, for
example, the following:

type of meeting (Board of Director’s or General Meeting);
date, time and place of the meeting;

name and title of person presiding at the meeting;
business introduced,;

reports submitted;

motions made;

decisions made or action taken;

nominations;

e X @ X @ X @ X @ X @ X o X e X o

results of voting on nominations.

Sample meeting forms and notices can be found in the Appendix.

D. ELECTIONS
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As has been discussed, the Condominium Association relies on a representative
form of government. The representatives are owners, elected from among all the
owners, to represent the interests of the Condominium Association. The details
of when elections are held, how many Board Members there are and their term,
are found in the Condominium Charter. It is very helpful when terms are
staggered. This means that, for example, if there are three Board Members, one
serves a one year term, one serves a two year term and one serves a three year
term. In this way, there is always some continuity of experience on the Board.

Typically, the election is conducted at the General Meeting. All owners are
eligible to vote [however, it is possible, for example, that a condominium has a
policy that only owners in good standing (those who are current in their
payments) are eligible to vote)].

In electing Board Members, it is helpful to have a variety of interests and skills
represented on the Board. Whether the Board is handling management directly
or delegating responsibilities, having members, who among them represent
expertise is the fields of finance, physical maintenance and repair, law and
general administration, is very helpful. Itis also useful to have people of
different ages who are likely to bring different perspectives and experiences to
the Board.

The election of Board Members is a serious endeavor. It is important that it be
done in accord with all legal requirements and that all owners be fully informed
of an upcoming election, what they should do if they wish to run, and what their
responsibilities and obligations are, if elected.
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E. COMMUNICATIONS

Being part of a Homeowner Association is a new and exciting challenge. It can
also be anxiety producing. One of the best ways to make certain that all owners
are comfortable as condominium owners is to have reliable and regular
communication between the Board and the owners. Communication occurs in a
number of ways.

Agendas provided to owners in advance of a Board Meeting provide a quick
snapshot of what is happening at the property;

. Notices about upcoming activities which will affect owners (
i.e., repair work which will interrupt electrical service or a printed
schedule of regular Board meetings);

o Minutes of meetings should be available for review as requested by
owners. In this way, owners who are interested in the details of
certain actions can access this information;

. Newletters regarding items of general interest or informational
letters about the status of specific projects are useful in making all
owners a part of the process.

A general approach which can enhance the communication process is to broaden
the base of active owner participation in the condominium association. A
committee structure can be helpful in meeting this objective.

Committees can be general purpose committees such as a property committee,
activities committee or landscaping committee or may be set up to address a
specific project.

A property committee might help the Board of Directors set policies designed
to maintain the property in the best possible physical condition. It would
concern itself with problems such as use and maintenance of common property,
and standards for additions or alterations in units.

An activities committee could organize social or recreational activities for the
Homeowner Association so that owners could get to know their neighbors and
discover their common interests. For example, the committee could organize a
holiday party or a lecture on a topic of interest to the owners.
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By broadening the base of participation in this way, work can get done more
efficiently, and more owners will be informed and involved in the operations of
the condominium. If owners play an active role in the process, they are more
likely to be informed and feel that they have had an input in the decision-
making process. This type of communication and interaction can counter the
feeling or sense of lack of control over one's environment.

F. RECORDKEEPING

Central to the efficient administration of the condominiums operations is an
effective and orderly recordkeeping system. Frequently, recordkeeping is
viewed as an end in and of itself. This should not be the case. Records should
be organized so that they improve the quality and effectiveness of the
condominium association. The key goals of a recordkeeping system are:

1. To provide a historical perspective for planning purposes.
2. Create evidence and confirmation of transactions and activities.
3. Provide ready access to useful information.

The objectives in maintaining a system of records include:

J capability to retrieve all property information in a timely and
efficient manner,

. capability to access and use information for reporting
purposes;
. capability to access and provide documentation for property

activities and conditions;

° creation of reliable and accessible information base which can
be used to analyze building needs and priorities.
X

In making decisions concerning the future of the condominium, it is important
that Board Members have available to them documentation and records which
they can use to assist them in making informed and wise decisions. If records
are not available, complete or accurate, there is no objective basis for their
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decisions. It is important to remember this, since it is easy to give a low priority
to recordkeeping and "get away with it" for a period of time.

Traditionally, recordkeeping has depended on a "paper" filing system. In
today's world of automation, the concept of recordkeeping has been extended to
include computer records, tracking programs and tickler "files". Although
computers, if available, provide an excellent tool for management, files
maintained on paper are of equal value although the time which must be
dedicated to the task may be greater. Regardless of the type of system
implemented, it will only be of use if the necessary documentation,
correspondence and reports are created and filed consistently on a regular basis.

G. PROBLEM SOLVING

When people share ownership and use of property, rules must be established to
preserve the value of the property and its peaceful enjoyment by all residents.
When problems or disputes arise, the first thing the Board must review are the
legal documents. These legal documents which establish an Homeowner
Association also provide some guidance for regulating the operation of the
property and rules for its use. The legal documents usually consist of the
following:

Charter. This document establishes the condominium Homeowner
Association, describes how the owners will share the common property, and
defines the purpose, structure, and powers of the Homeowner Association. It is
a very important document because it acts as a "master agreement” among all of
the owners.

Bylaws. Bylaws provide more specific information about how the
Homeowner Association will function, the responsibilities of the members and
the Board of Directors, the responsibilities of officers of the Homeowner
Association, and how meetings of the Homeowner Association and the Board of
Directors will be conducted. Bylaws may include general rules and regulations
for the condominium, as well as a description of the rights and obligations of the
owners and their use of the common property in the condominium.

National and Local Laws. The federal legislation also provides some

broad guidelines regarding the operation of the condominium. Although there
is currently limited local law, as more municipalities adopt local resolutions for
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the creation and operation of condominiums, there may also be specific
requirements or procedures outlined there.

PROBLEM SOLVING STEPS

Once a problem has been identified and the legal documentation has been
reviewed, it is incumbent upon the Board to act swiftly in addressing the
problem. Problems may be between owners concerning such things as
housekeeping issues or quiet enjoyment. They may be between owners and the
Board regarding projects undertaken, assessments not paid and so forth. In any
case, the objective is to amicably resolve a dispute whenever possible. The
following are generic steps to be taken in addressing a problem.

1. Identify the scope of the problem.
2. Determine who has the authority and obligation to address the problem.
3. Consider different approaches to solving the problem; evaluate the

human and financial resources in relation to the various approaches.

4. Formulate and implement a plan.
5. Communicate the plan to those involved.
6. Monitor and evaluate the implementation.

Underlying all these steps is the assumption that information is being analyzed
objectively and that all individuals are treated equitably.

PROBLEM SOLVING TOOLS

There are a number and variety of problem solving tools which can be used to
follow through on the resolution of disputes. A homeowner association is in fact
a neighborhood. The overriding goal is to enable neighbors to live in harmony,
enjoy the freedom and flexibility to act independently as long as they do not
infringe on the rights of others. However, if people are unwilling to cooperate,
the Board is obligated to escalate the penalties imposed in order to gain
cooperation. The following describes the basic tools which can be used in
problem solving:
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Communication

Frequently, problems arise because people do not discuss concerns with each
other until there is a conflict, or they make assumptions about actions they take.
In many cases, a violation of a rule or regulation can be readily corrected by
simple but meaningful communication between the parties. This is the optimal
resolution. Communication should be the "tool of choice" whenever practical.

Documentation

Successful enforcement of a rule or regulation is frequently dependent upon the
existence of written documentation. As we know, two people may attend the
same meeting, but their reports of what occurred at that meeting may differ
significantly. When a dispute occurs, it is always useful if not imperative that
there be documentation regarding the subject of the dispute and the actions
taken. Otherwise, there is no objective basis for decision making. If the dispute
cannot be resolved amicably and legal action has to be taken, without
documentation, no legal action will be successful.
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Mediation

There are situations where there is documentation and communication has
occurred, but the parties cannot resolve the dispute on their own. An alternative
to legal action is mediation. A mediator is an independent third party who
listens to both sides of a dispute and renders his/her opinion. Mediation is only
an option when both parties agree in advance that they will abide by the
decision of the mediator. Mediation is typically less costly and can be
accomplished in a shorter time period than litigation. It also fosters a sense of
cooperation among those in dispute, whereas litigation typically creates a
negative atmosphere.

Litigation

Although litigation is the last choice in dispute resolution, the Board has the
right and responsibility to take legal action against an owner if they cannot reach
an agreement on how to resolve the dispute. Litigation is typically expensive (
this is a common area expense although the legal costs, in some cases can be
charged back to the other party if the Association is successful) and time
consuming. It also tends to exacerbate negative feelings among the parties
rather than reduce them.

For the most part owners will live together harmoniously. However, when
disputes arise they cannot be ignored. The Board must address all concerns
raised to them, respond to them equitably and look to a resolution which is in
the best common interest.
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SECTION Il - CHAPTER TWO
MANAGING THE CONDOMINIUM

The major responsibility of the Homeowner Association is to protect the
investment and enhance the value of the property of the owners. This is done by
providing for the physical maintenance and operation of the common property,
and by using the funds of the Homeowner Association in the most effective way
possible to meet this responsibility.

The Homeowner Association delegates certain responsibilities to the Board of
Directors, as its representative. However the Homeowner Association always
retains responsibility for overseeing the Board and it's enforcement of the rules
and bylaws of the condominium. It can also provide social and recreation
programs, and set up an effective communication system among the owners. It
also deals with the local government as issues occur which may affect the
conditions and values of the condominium.

A. AREAS OF RESPONSIBILITY

There are three major areas of responsibility in the management of the
Condominium Association:

- financial management;
- maintenance management; and,
- administration.

As will be discussed later, there are a variety of models of management which
may be used in fulfilling these responsibilities. Regardless of the model used,
the tasks required remain the same. The following is a discussion of each of
these three areas of responsibility. Additional details regarding the "how-to's" of
Financial and Maintenance Management can be found in Chapters three and
four.

FINANCIAL MANAGEMENT
There are several elements in the financial management of a condominium

association. These include financial planning, budgeting and accounting
(financial recordkeeping). Related to these elements is the critical activity of
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collections of common area fees, which forms the underpinning of the entire
financial operation.
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Common Area Assessments

The Homeowner Association sets the amount of assessments or fees each owner
must pay each year, according to the projected operating expenses for the
condominium as a whole. The Board of Directors must prepare a budget for
each fiscal year, on the basis of previous and current costs and the anticipated
expenses for the next year. Expenses can be expected to increase each year
because of factors such as inflation, real estate taxes, higher wage and
management costs, the need for larger reserves, and additional services.

Each owner must pay his/her allocated share of assessments. If the
Homeowner Association does not receive the assessments it needs to operate, it
will be forced to spend time and resources to collect from the delinquent owners.
If the Homeowner Association finds that it does not have the funds needed to
operate as planned, it will be forced to cut back on maintenance or services.
Failure by some owners to pay their share may even cause utilities or services to
the whole building to be cut off. When the Homeowner Association has
inadequate funds, this will soon be reflected in the appearance and condition of
the property, and in the quality of the operations. Inadequate maintenance and
services ultimately cause the value of the property to decline for everyone.

Policies and Procedures for Collecting fees. Establishing and enforcing
a detailed policy for collection of monthly condominium assessments is
necessary to the financial soundness of a condominium. Although you should
always be compassionate, the Board and owners must remember that the
Association is a business operation rather than a charity or social service
organization and must be operated as such. While every reasonable effort should
be made to assist owners who have a temporary financial problem, it is
important to remember that the failure of a few owners to make their payments
promptly can jeopardize the financial security of every other owner. Everyone
must be informed of the due dates, amount and procedures for payment.
Owners must also be informed of any and all the consequences for non-payment
of fees.

The following is a basic guide for steps to collecting common area fees:
1. Make certain that everyone knows the amount of the fee, the date due,

and the procedures for payment.
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2. When an owner misses his/her payment, send him/her a reminder notice

that includes:
a) Amount of money owed,
b) A deadline for payment without penalty; and,
¢) The possible additional consequences for non-payment.

3. If there is still no payment:

a) enforce penalty (which has been previously established by the
Association); and,

b) give a deadline which, if not met, will result in additional
consequences.

4. If there is still no payment, enforce additional consequences (penalties).
For example:

a) garnishing of wages

b) rescission of voting rights
C) property lien

d) foreclosure

ALWAYS REMEMBER TO
IMPLEMENT PENALTIES
EQUITABLY AND CONSISTENTLY

Financial Planning and Budgeting

An annual operating budget is a financial plan for meeting the costs of operating
and maintaining the homeowner association properly. The budget is based on
the amount of income which the condominium can expect to receive during the
year and the amount of money which it will have to spend to operate and
maintain the project.

The budget may be prepared in preliminary form by the property manager if
there is one. Otherwise, the Board of Directors prepares the budget. In any
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case, the budget should be reviewed and approved by the Board of Directors
before it is presented to the owners for approval.

The budget is an important informational and planning tool. The Board should
be reviewing the budget projections and comparing them to actual expenses on a
regular basis to make sure that the Condominium Association is financially
stable and to identify problem areas before they create a crisis.

Preparation of a budget is discussed more fully in Section Il - Chapter Three,
Financial management.



Accounting

Accounting procedures must follow generally accepted practices and standardes.
The Auditing Committee will oversee the financial activities of the Association.
In addition, the accounts of the condominium should be audited by an
independent auditor on an annual basis, and a report made to the General
Assembly.

A condominium should have two types of bank accounts: (1) a checking account
for ordinary operating expenses such as management fees, employees' salaries,
supplies and materials, utility bills, and charges for services such as trash
collection; and (2) an interest-bearing savings account for reserve funds to pay
for larger expenses, such as replacement of equipment or payments to
contractors, or for expenses that come due only once or twice a year, such as
insurance or taxes. Although during periods of excessive inflation, consideration
may be given to alternative methods for accumulating a reserve.

Detailed information on accounting procedures and the preparation of financial
reports is included in the financial management chapter of this manual, Section
I, Chapter Three.

MAINTENANCE MANAGEMENT

A high quality and comprehensive maintenance program can often mean the
difference between success and failure of a homeowners association. The goal of
a good maintenance policy is to obtain the longest useful life from all building
components at the lowest possible cost. Maintenance management includes
prioritizing and categorizing work to be done, planning for long term capital
needs as well as routine repairs, contracting for services, coordinating activities,
scheduling work, and monitoring for quality control. It also involves
purchasing of supplies and equipment.

In general, the Homeowner Association is only responsible for maintenance of
common areas. However, if individual owners do not properly maintain their
units and thus jeopardize the health and safety of others, the Association has the
right and responsibility to cause repair to be done, even within the unit, and
charge the owner for the cost.
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See Section 11, Chapter Four for detailed information about Maintenance
Management.
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ADMINISTRATION

As mentioned previously, operating a homeowner association is similar to
running a business. Policies and procedures need to be established and
implemented. Activities need to be documented and records maintained.
Contract services and/or staff may need to be hired. The property will require
insurance coverage to protect against loss or theft. The area of administration
encompasses all these activities.

Policies and Procedures

In many cases, policies and procedures have already been clearly defined in the
condominium documents. However, there may be additional ones that are
established or existing ones that are revised over time. The following are some
typical examples of policies which might be established, codified and
implemented in a homeowner association.

Personnel. The Board of Directors often establishes personnel policies,
even if the homeowner association has a property manager to carry out the
policies.

The principal factors for the Board of Directors to consider in developing a
personnel policy include:

l. job descriptions

a)

. compensation

a)

1. holidays, sick leave, vacations, and overtime
a)

IV.  annual performance evaluation
a)

V. employee grievance procedures
a)

VI.  grounds for disciplinary action
a)

VII.  grounds for dismissal
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A typical policy regarding maintenance might be as follows:

Charges for Repairs to Units and Common Property. The Homeowner
Association ordinarily is responsible for handling all repairs to common
property, including common area plumbing and common area electrical
systems, the roof, doors, windows, and other parts of the basic structure of the
building. The Board of Directors should determine who is responsible for the
proper operation and maintenance of the electric, water, and sewer lines inside
individual flats. The most practical and efficient policy is to place this
responsibility with the Homeowner Association, since the main objective is to
have the repairs made quickly and properly so that the function of the systems
as a whole are not jeopardized.

If repairs to the common property or to mechanical systems inside a unit are
required through no fault of the resident, there should be no charge to the
individual for repairs by the Homeowner Association. But if the problem is a
result of a resident's misuse or neglect, the cost of labor and materials should be
charged to that person. This requirement could be specified in the charter.

A second example of a policy designed to protect the integrity of the physical
plant is described:

Structural Changes in Individual Units. No owner should be allowed to
make structural changes or additions to his/her unit without approval of the
Board of Directors. All construction in a condominium should be carried out in
accordance with applicable laws. Regulation of these activities is not intended to
discourage initiative or prevent improvements, but only to prevent damage to
the property caused by unsafe or low quality construction.

The Homeowner Association should have the right to regulate construction in
the building because the mechanical and structural components of the property
are interrelated, and damage to them from construction done in one unit can
affect all the other units and the common property as well.

Recordkeeping
The purposes and objectives of recordkeeping have been discussed previously in
Section Il - Chapter One. This administrative responsibility permeates all

aspects of operating a homeowners association.
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Insurance

Insurance is not yet widely available in Ukraine, but is a rapidly growing
industry and, if not available to an Association now, it soon will be. The purpose
of insurance is to protect the condominium from risks of damage to property or
injury to persons for which the Homeowner Association might be liable.
Insurance risks to be covered by the condominium may vary, but in general the
Homeowner Association should obtain property and liability insurance. If
bonding or fidelity insurance is available to cover personnel who will be
handling Homeowner Association funds, that should be obtained as well.

Although insurance protects the Association in case of losses, it is costly. It will
also not cover losses caused by negligence. The concept of "loss prevention” is
important. One of the outcomes of regular building inspections will be to
identify potential safety hazards. By being aware of what a safety hazard is (i.e.,
equipment blocking a hallway, missing railings, uneven concrete) and correcting
that hazard quickly, the association can prevent losses from occurring which will
in turn help to keep the cost of insurance low.
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B. MODELS OF PROPERTY MANAGEMENT

There are a variety of models of property management which a Homeowners
Association may choose from. Typically, the form of management selected by
the Homeowner Association depends on factors such as the number of units in
the condominium, the condominium'’s physical facilities, the services provided
to the owners, the skills of the owners and their willingness to spend the time
and effort required to operate the condominium, the financial resources
available and the availability of private contractors.

Whatever form of management is used by an Homeowner Association, the
Board of Directors must monitor and evaluate the work to determine that it is
being done correctly. An underlying principle in the operation of an
Homeowner Association is that it needs to be operated in a businesslike manner
if it is to be successful. For example:

l. It must operate and manage the condominium'’s facilities and
services economically and efficiently.

a)

. It must make accurate budget projections taking into
account historical expenses, projects planned and inflationary
conditions.

a)

1. It must charge an adequate amount for the services
provided so that the income will support the present and

a) future costs of managing and operating the property.

b)

V. It must carry out swift and judicious enforcement of its rules
a) and regulations.

b)

V. It must maintain professional relationships with many

persons other than the owners of the property, including the

a) property manager, independent contractors, and the
local

b) government.

c)
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Evaluating Management Options

There are a number of options available to an Homeowner Association for
managing the condominium properly, each of which has advantages and
disadvantages. These options include; self-management, by the owners
themselves management by a professional property manager or company, or
management by a government entity (such as ZhEK).

Self-Management by Owners. There are a number of advantages to
having owners manage the property themselves. The most obvious is the low
cost. Others are the opportunity to exercise direct control over decisions and
actions, and the likelihood that managers who are also owners and residents of
the condominium will be more sensitive to the owners' needs.

The disadvantages are also several. They include the risk of unnecessary costs as
a result of inexperienced management, the difficulty of finding and motivating
volunteers, the possibility of inadequate performance by owners, and the loss of
continuity as a result of turnover. In addistion, the burden on volunteers often
leads to the introduction of payment to owners. When this happens, especially
when the paid members are also Board members, there can be real problems of
accountablity and oversight. If the Board Chairperson is paid to manage, who
has oversight over the chairperson?

Management by a Professional. There are several advantages to hiring a
professional property manager or management firm to assist with the operations
of a condominium. These include the opportunity to hire personnel with in-
depth expertise who tend to be more objective than owners can be, the benefit of
using tested administrative procedures to manage the work, and the likelihood
of continuity. In addition, the Board can now provide oversight and can hold the
manager accountable.

Among the disadvantages are the need to find a person or firm with the proper
gualifications and desired staff, the possibility that the firm may be insufficiently
interested in the owners' needs and therefore unresponsive, and the likelihood of
increased cost.

Management by the Government. In the early stages of operating as a
Homeowner Association, many associations choose to continue a management
relationship with the government through the Zhek. These associations may feel
that, with all the other changes, for the time being, it makes most sense to keep
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the ZhEK. At least the ZhEK are familiar with the physical plant of the building,
and have existing relationships with service providers, and city agencies. The
disadvantages are more numerous, with poor service the most notable.
However, as the Board and members of the Association move ahead, they can

make changes later, when they are more comfortable themselves in the roles
they are playing.
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The following table summarizes some of the key advantages and disadvantages

of each method.

Work Options: Advantages and Disadvantages of Each Type

Advantages:

develop a sense of
community among
owners.

control of
individual staff
members.

specialists for
specific tasks.

Volunteers Employees Hired |Private ZhEK
By Board Contractors
Inexpensive. Low cost option. More Flexible Experienced in
approach to building
providing services. |maintenance and
management.
Can help to Board has direct Ability to hire Has easy access to

historical records
and information
on the property.

Different
volunteers can be
used for specific
tasks.

Create competition,
resulting in lower
costs.

Has existing
relationships with
service providers,
most city agencies
and communal
service providers.

Canresult in
volunteer
enhancing his/her
skills. (help in
employment).

No direct
administrative
costs.

Board deals with
one entity for all
services ( if hired
for overall mgmnt
and maintenance).
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Disadvantages:

Volunteers

Employees Hired

Private

By Board

Contractors

ZhEK

Requires intense
coordination and
follow up.

Requires a high
level of Board
involvement.

Requires intensive
coordination and
follow up by
Board.

No evidence that
ZhEU will be able
to respond to
standards of
quality set by
Board.

Participation may

Requires intensive

Contractors require

Organization is not

dependability can
vary.

in meeting the
changing needs of
the condominium.

locating competent
vendors; time
consuming.

be uneven. record keeping. supervision used to
performing in a
competitive
environment.

Quality and Limited flexibility |May be difficult May be the most

expensive option
when considering
value to funds
spent.

Lack of continuity,
high turnover

Employees require
ongoing training

compromised.

likely. and supervision.
Confidential Board may not
owner information |have skills, time or
may be experience to

direct, supervise
and monitor staff
members.

Accountability is
difficult if
volunteers are also
Board members.




Regardless of whether an Homeowner Association contracts for professional
management or handles the management tasks internally, the same concerns
should be addressed. The following is a detailed discussion about professional
management. However, it is important to note that the key items can and should
be applied for all forms of management.

PROFESSIONAL PROPERTY MANAGEMENT
The two most important reasons to hire a professional property manager are:

(1) to establish continuity in the management of the property, and
(2) to provide professional expertise and assistance in engineering and
financial matters.

Sometimes a building has specific problems, like difficulty in collection of
assessments, or complicated projects, like a renovation, that require special
expertise or would take up too much of the Board of Directors’ time and energy
and detract from day-to-day operations. Delegating management to an outside
professional may allow the members of the Board of Directors to function more
effectively. Also, if there are serious disputes or power struggles between
groups of owners, conflict might be minimized by hiring an impartial
professional to manage the property.

An Homeowner Association probably will not benefit if it hires professional
management only because the owners are too disorganized or indifferent to
handle the business of the condominium themselves. In such a case,
management would not be sufficiently accountable or properly supervised, or
the owners may give up too much control over the operations of their property.
A manager can only be as good as the direction and supervision he/she receives
from the Homeowner Association. An Homeowner Association cannot give the
manager a "blank check” and hope to have a productive relationship--the
Homeowner Association must establish and remain in control through its Board.

The final decision about whether to hire a professional manager should be made
by the owners at a General Assembly, after receiving the vote of the Board of
Directors. If the vote is affirmative, the actual task of hiring and oversight
should go to the Board of Directors.

C. CONTRACTING FOR SERVICES
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A recurrent responsibility in managing the condominium will be contracting for
services. If the Homeowner Association hires a property manager, attorney or
auditor it will go through a contracting process. Whenever, a professional is
hired to perform maintenance services, the contracting process is used. Since
most of the time, the contracting process will relate to the maintenance area,
there is a detailed discussion regarding this area in Section Il, Chapter Four -
Maintenance Management. The following is a brief summary of the key steps in
this process.

Contract Administration Process
1. Develop Specifications
2. Solicit Bids
3. Select Contractor
4. Negotiate Contract
5. Execute Contract
6. Monitor Work Quality
7. Dispute Resolution (Arbitration)
Contract administration is a challenging task. Whether the Board contracts with
a Bookkeepeer, a janitor, a maintenance company or a professional proerty
manager, there is a set of common prcedures which are used to selct, contract
and oversee the work of the contractor. For example, let us look at hiring a
property manager.

SELECTING A MANAGER - THE HIRING PROCESS

Selection Committee. Before looking for a manager, the Board of
Directors must decide if it will take on this task itself or appoint a special
committee. The Board of Directors should keep in mind that selecting a

manager is a time-consuming task and the process will benefit if the selection
committee has business, financial, and engineering expertise. A special
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committee comprised of both some members of the Board of Directors and some
other owners may be best.

Job Specifications. First, the selection committee must prepare
specifications for the job and write a job description. This requires an in-depth
analysis of the management needs of the condominium, and then a
determination of which of these services the manager is expected to perform and
which services can be efficiently and effectively provided by on-site employees,
outside contractors, and the owners themselves. Of course, the Homeowner
Association must consider its ability to pay for the desired services.

It is always the job of the Homeowner Association (acting through the Board of
Directors) to establish policies for the condominium. The manager's job is to
implement these policies in a fair and efficient manner.

The manager supervises other employees of the Homeowner Association, and
monitors the work of contractors working for the Homeowner Association. The
manager pays bills and keeps the books and records of the Homeowner
Association. The manager reports defaults in the owners' financial obligations to
the Homeowner Association, and recommends when legal action would be
appropriate. (Legal action should not be initiated without the approval of the
Board of Directors.)

The manager obtains supplies needed by the Homeowner Association,
periodically inspects the condition of the property, establishes and carries out a
maintenance schedule, makes or arranges for routine repairs, and makes
recommendations regarding major repairs and replacement of building
components.

The following is a list of some typical management activities:
Fiscal:

assessment collection
delinquency follow-up
bill approval (up to a predetermined amount) and payment
payroll accounting for on-site personnel
financial reports
tax returns
budget preparation
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reserve analysis (long-range planning)
Administrative:

executive meeting attendance
general assembly attendance
general assembly notice to members
vote tabulation (including proxies)
transcription of minutes
records and file maintenance
new resident orientation
contract coordination
monthly management status report
legal and municipality liaison
insurance liaison
recording and processing work orders
hiring, supervising and terminating on-site personnel
general correspondence

Building and Grounds Maintenance:

janitorial

minor plumbing repairs

minor electrical repairs
painting

periodic inspections

liaison with outside contractors
trash collection

landscaping and snow removal

Identifying Candidates. Once the job specifications have been prepared,
the selection committee can begin to look for candidates. This is usually done by
talking to Homeowner Associations in other condominiums, contacting
professional management firms in the area, and advertising.

After several suitable candidates have been identified, they each should be
invited to submit a proposal or a statement of their qualifications. The
Homeowner Association should provide the candidates with a Request for
Services to which they should respond. This will assure that the responses can
be readily compared against each other since all respondents will be addressing
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the same issues in the same format. Included in the request will be a list of
references. When checking the references, the selection committee should
determine whether the building contacted has had problems similar to theirs,
and how the manager performed in a variety of circumstances.

After the selection committee eliminates those who fail to submit a proposal or
who appear from their proposal to be unqualified, and those whose references
give unsatisfactory reports, the selection committee should interview the
remaining candidates.

Interviewing. The interviewers should determine the following:
I. What is the candidate's specific experience?

I1. Does the candidate have the skills and experience to meet the needs of
1. this building and Homeowner Association?

V. Will the candidate be compatible with the owners and the building?

V. Will the candidate be available and accessible when needed?

VI. Can the Homeowner Association afford the cost of hiring this
candidate?

Selection. The selection committee should get together to discuss all the

information it has obtained and each candidate's strengths and
weaknesses. It may ask for a second interview of one or more candidates

if the best choice is not clear. The final decision should be made by the

Board of Directors, after receiving the recommendation of the selection
committee.
THE MANAGEMENT CONTRACT
Once a property manager or company has accepted the position, the
Homeowner Association and the property manager should enter into a
management contract. The job specifications are the most important part of the
contract.
The management contract is the legal document that determines the relationship

between an Homeowner Association and its property manager. It specifies not
only what the Homeowner Association is hiring the manager to do, but also the
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terms of employment: salary, length of contract, and procedures for termination
or resignation. A sample management contract is provided in the Appendix.

Terms of Employment. The management contract should specify how
much the manager will be paid, how long the manager will be expected to
provide services to the Homeowner Association, under what circumstances the
Homeowner Association may terminate the management services, and the
conditions under which the manager may terminate the contract. It is a good
idea to include a provision that the manager will be warned if performance is
inadequate before the manager's employment is terminated.

WORKING WITH THE MANAGER

The key to a successful working relationship between an Homeowner
Association and a property manager is effective communication. The Board of
Directors should designate a contact person--preferably a member of the Board
of Directors--for exchanging information with the property manager. One
person in frequent contact is more effective than many persons with one-time or
infrequent contact, since multiple contacts may give conflicting instructions and
would not have the benefit of information that comes from an ongoing
relationship with the property manager.

The property manager should attend meetings of the Board of Directors, to
provide a report of management and financial activities since the last meeting
and to receive instructions and suggestions on projects and priorities among the
manager's responsibilities.

Performance Evaluation. The property manager should perform the job
with a high level of efficiency and organization. The property manager should
respond promptly to requests for meetings or information, should maintain
records (repairs and maintenance, financial, payroll, legal) in an orderly filing
system, and report to the Board of Directors regularly on the different areas of
management responsibility.

The Board of Directors should tell the manager periodically how well the job is
being performed and if improvement is needed.

Solving Problems. If the Board of Directors finds there are areas where
the property manager's work is unsatisfactory, it should first make sure the
property manager understands the job and its duties. The Board of Directors
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should meet to go over the problem that has been identified and the
requirements of the management contract. The property manager and the Board
of Directors should try to work out a strategy together for solving the problem.
This is usually sufficient for correcting routine problems.

If the situation does not improve, however, the Board of Directors should send a
warning letter to the property manager, spelling out the problem, how they had
agreed to address it, and the facts showing that the problem has not been solved.
A time limit should be given for resolving the problem. If the property
manager's performance still does not improve, the Board of Directors should
terminate the management contract.

Remember: careful selection and good communications are the keys to
establishing and maintaining a good relationship, and help prevent the
disruption of terminating and replacing a property manager.

A SPECIAL NOTE ON MASTER ASSOCIATIONS

Sometimes cases will arise when several buildings or Homeowner Associations
share a common facility or common property. For example, sometimes four
buildings form a square with a shared courtyard or playground, or, in a large
building, separate Homeowner Associations may be formed for each stairway
but the entire building is constructed with one unified roof. There are a number
of examples of large cooperatives which are located on scattered sites. These
properties are planning to convert to condominiums but require a mechanism
for managing their common property which may include large equipment,
machinery, vehicles and storage space.

The best mechanism for addressing this problem is the Master Association.
There should be a legally enforceable agreement or contract among the parties to
establish how they will share management responsibility and the expenses of
operating, repairing or replacing a piece of equipment on the property or
facility they share. The vehicle is the Master Association. Such a master
agreement among multiple Homeowner Associations is intended to facilitate
cooperation and avoid conflict when two or more buildings or parts of one
building that share a common facility, such as a roof, boiler or central courtyard,
storage area or equipment are divided into separate condominiums, each with
its own Homeowner Association.

It can be a simple agreement, so long as the following items are included:
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the identity and location of each of the Homeowner Associations;
the purposes of the Agreement;

how the Homeowner Associations will be represented in the Master
Association for the purpose of carrying out activities relating to the

property or subjects of mutual interest;
how the representatives of the Homeowner Associations will operate as

members of the Master Association and the scope of their authority; and,
how expenses of activities relating to the common property or subject of

mutual interest will be allocated.



SECTION Il - CHAPTER THREE
FINANCIAL MANAGEMENT

Successful financial management of the condominium association is its lifeline.
A realistic financial plan and budget, along with timely and accurate financial
recordkeeping are important to the well-being of the association. Without these
elements, there will be no assurances that income will be sufficient to meet
expenses or that the projected expenses will accurately reflect the work required
to maintain and enhance the property.

Equally important to the types of information collected and utilized, is the overall
approach to the oversight of finances. Those responsible for working with
financial records and controlling financial decisions, must be beyond reproach in
how they handle their responsibilities. This obligation to address financial
concerns with total integrity is called a fiduciary responsibility.

This chapter includes the three major components of financial management;
fidcuciary responsibility and oversight, financial planning and budget preparation
and financial recordkeeping (accounting).

I FIDUCIARY RESPONSIBILITIES

Fiduciary responsibility refers to the obligation of the Board Members and others
entrusted with financial management tasks to handle those tasks with full
integrity at all times. There is both a legal and moral responsibility incumbent
upon these individuals. In addition to reliance on the integrity of the individuals
involved, there is a specific mechanism used to insure that fiduciary
resonsibilities are met. This mechanism is called Internal Controls.

Internal Controls

Internal Controls refers to the systems put in place to assure that money is
recorded, accounted for and expended in accordance with the requirements of
the Condominium Association and relevant laws. Without adequate internal
controls, in the best case, innocent and costly errors can be made. In the worst
case, individuals can mismanage and mis-spend millions of dollars.
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Without internal controls, money can be stolen, service providers can cheat the
Association and mistakes can be made which result in inaccurate financial
information being provided to the Board and owners. In establishing an internal
control system, the Association should try to meet the following objectives:

1) safeguard against theft;
2) make certain that costs billed and paid for services are correct;
3) provide reliable financial information for budgeting and planning

purposes; and,
4) meet legal obligations of the association.

How can the Association best meet these objectives?
1) Separate the financial responsibilities so that one person is not

responsible for everything.
2) Make certain that there is written documentation ( i.e., receipts,

invoices, deposit records).
3) Require written approvals (signatures) for certain expenditures.
4) Have the audit committee review financial reports on a regular

basis.
5) Hire an independent professional auditor to review the financial

records and systems on an annual basis.

Although in some cases, it will be difficult to implement a comprehensive
system of internal controls because of limited staff and resources, the
Association must still insist that all steps be taken to minimize the possibility of
errors and dishonesty.

II' FINANCIAL PLANNING & BUDGETING

An Homeowner Association budget is a financial plan prepared before each
fiscal year begins. It anticipates the cost of operating the association properly
during the coming year. The first step in drawing up a budget is to determine the
expenditures that must be made during the coming year. Then optional
expenditures can be considered, if it appears that surplus income can
reasonably be anticipated or that additional income can be generated through
fee increases or assessments.



Among all the expenses that an Homeowner Association will have, some can be
predicted accurately in advance, while others can only be estimated. Taken
together, the budgeted expenses determine how much income the condominium
will need to finance its operations during the coming year. This is how the
condominium determines the amount of assessments it will need to collect from
the owners for that year.

If it is necessary to raise the level of condominium assessments, a well prepared
budget will help explain the need for the increase to the owners. Except in the
event of a major catastrophe, assessments should not have to be increased
during the year if a detailed and reasonably accurate budget has been prepared.
The Homeowner Association budget will help each owner budget for their
individual expenses and will give all owners greater confidence in the Board of
Directors and the management of the Homeowner Association.

A. THE FISCAL YEAR

The budget should be prepared before each fiscal year begins. A fiscal year is
the period of time upon which the condominium's annual financial statement will
be based, which coincides with the calendar year.

It is good policy to prepare the budget two months before the end of the current
fiscal year, that is, by the beginning of November. At that time, it will be possible
to compare the actual expenses of the first ten months of the current year
(January through October) with the budget developed for that year.

B. PROJECTING EXPENSES

A wide range of information from many different sources should be used in
preparing a budget.

The actual expenditures of the condominium in the current year and previous
years will provide the most important measure of how much it costs to operate
the condominium. But it is important to remember that some expenses will vary
from year to year. Itis always safer to budget for some unanticipated problems
in the repair and maintenance area.

The rate of inflation can indicate the level of increases to expect for expenses
like cleaning supplies and repair work. The local government may indicate
increases in water and sewer charges in advance, so that this information can be
used in preparing the budget. The experiences of other condominiums and the
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findings and recommendations of condominium organizations can be used to
back up the budget estimates.

Some expenses can be predicted with greater accuracy than others. Typical
expenses include:

X

C.

Payroll expenses and fringe benefits for employees.
Management fees, which can be negotiated in advance.
Maintenance contracts, such as for elevators.
Contributions to a capital fund, which should be planned for each year.
Real estate taxes and water and sewer charges.
Insurance policy premiums, which are contracted for in advance.
Debt service on any loans owed by the Homeowner Association.
Legal fees and any other costs related to a lawsuit.
Repair and maintenance expenses. These can be based on prior experience
and on a careful inspection of the property. If any money is left over because
estimates were too high, it can reallocated to other operating expenses or
used to supplement a renovation fund.
Building supplies, which may vary with change in the marketplace.
Fuel (oil or gas if its prices are not regulated). Although consumption may
stay the same, prices may change.

Utilities such as water, heat, hot water, electricity.
Bank charges. These vary, but this will not be a major expense item.
Administrative costs. These will also depend in part on how much work
owners are willing to do to s